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KEY 


ECONOMIC INDICATORS-NIGERIA 


AREA 923,773 0a. 2a. 
POPULATION 105 million 


DOMESTIC ECONOMY 


GDP (current prices) 

GDP per capita (current) 

GDP (constant prices) 
(1977/78 factor cost) 

of which: 

Agriculture 
Petroleum 
Manufacturing 
Construction & Housing 


Exchange Rate ($/naira) 
(average for year) 
Inflation 


Labor Force (only current best-guess figures available): 


1984 1985 
(millions of naira) 


68,714 74,696 
694 T32 


25,874 26,110 
6,711 6,903 


4,501 4,802 
2,968 3,028 


(68% in agriculture & 12% industry) 


Unemployment 
Govt. oper. 
deficit as % of GDP 


BALANCE OF PAYMENTS 


Exports (F.0O.B.) 
Oil 
Imports (C.I.F.) 
Trade balance 
Current Account balance 
Foreign debt (year end) 
debt service ratio 
as % of exports 
of goods & services 
Foreign exchange 
reserves (gross) 


U.S. - NIGERIAN TRADE 


U.S. Exports 

to Nigeria (F.A.S.) 
U.S. Imports 

from Nigeria (C.I.F.) 
U.S. share: 

Nig. exports 

Nigerian imports 


(in millions of 
11,891 12,566 
11,566 12,203 

8,882 8,279 
2,686 3,924 

-693 759 
17,695 18,000 
34.2% 36.9% 
1,500 1,700 


(in millions 


576 652 
2,606 3,108 


21.9% 24.7% 
6.5% 7.9% 


1986(e) 
78,415 
747 
25,779 
7,179 


4,864 
2,725 


403 
2,681 


39.6% 
7.5% 


1987 
Projections 


96,900 
900 


26,500 
7,400 


5,000 
2,800 


34 million 


440 
3,200 


46.4% 
7.4% 


Principal U.S. Exports to Nigeria (1986): wheat, mechanical shovels, pumps 
Principal U.S. Imports from Nigeria (1986): petroleum 


Sources: World Bank, IMF, Min of Finance and Central Bank of Nigeria 
(e) U.S. Embassy estimate, U.S. Department of Commerce (U.S.-Nigeria Trade 


Data). 





SUMMARY 


In 1986, Nigeria paid a heavy price for having developed over 
the previous fifteen years an excessive dependence on petroleum 
exports. This dependence was manifested by the creation of a 
consumption-oriented, import-intensive economy which could not 
adjust to the free-fall in oil prices in 1986. The resulting 
fall in export revenues from $12.6 billion in 1985 to $6.8 
billion last year and the heavy bunching of external debt 
payments between 1986 and 1989 induced the Government to 
introduce in June 1986 a Structural Adjustment Program (SAP). 
The SAP involves the implementation of a comprehensive and 
courageous series of policy measures designed to reverse the 
country's economic fortunes. The linchpin of the program is 
the Second-Tier Foreign Exchange Market (SFEM) inaugurated on 
September 26, 1986 as a politically-palatable alternative to 
formal devaluation. The Government has also eliminated the 
inefficient import license system, abolished export licenses 
and authorized exporters to retain foreign exchange earnings, 
revised the tariff schedule, cut petroleum subsidies, abolished 


the agricultural commodity boards, and eliminated price 
controls. 


Although it is still early, the adjustment program has already 
begun to bear fruit. Producer prices for cash crops such as 
cocoa and cotton have gone up by as much as three times, and 
farmers are beginning to respond to the incentives for 
increased production. Most of the foreign exchange sold on 
SFEM has not been lost to capital flight as was widely feared 
but has gone for essential raw materials and spare parts. 
Tight monetary policy has helped restrain inflation and has 
helped to prevent a too precipitious drop in the value of the 
Naira. Two years of bumper agricultural harvests have also 
played a key role in keeping food prices low. 


The Government has accorded top priority to rural development 
in 1987. American firms will find the best trade and 
investment opportunties in the areas of agricultural, food 
processing and water resource equipment and services, although 
other opportunities abound. 





Part A - CURRENT ECONOMIC SITUATIONS AND TRENDS 


ECONOMIC BACKGROUND: Nigeria experienced an economic boom from 
1973 to 1980 thanks to rapid increases in the price of oil, 
Nigeria's principal export. Most of this revenue accrued to 
the Government which launched massive public spending programs 
with emphasis on roads, ports, education, public housing and 
state-owned capital intensive industries. With the 
construction boom came higher wages in urban areas that 
triggered rural-urban migration. At the same time, the 
Government allowed the Naira to become greatly overvalued. As 
a result, agricultural exports and production fell and Nigeria 
became a net food importer. The value of non-oil exports, 
particularly palm oil, rubber and cocoa, plummeted, and an 
import-intensive industrial sector was born. 


In the early 1980s, the fall in the price of oil, which in 
recent years has provided about 95 percent of foreign exchange 
earnings and about 70 percent of budgetary resources, exposed 
the weaknesses of the Nigerian economy. The country's current 
account deficit reached $3 billion in 1983, foreign investment 
sagged, and the country in 1983 was forced to reschedule 

arrears on Letters of Credit. Internally, a fiscal deficit 

that reached 12 percent of GDP forced extensive public sector 
borrowing and fueled inflation which reached 40 percent in 1984. 


Following a coup on December 31, 1983, the new military 
government moved to address the deteriorating economic 
Situation by slashing domestic expenditures and instituting a 
system of import licenses. But more fundamental changes were 
required and the economy continued to stagnate. On August 27, 
1985, Major General Ibrahim Babangida took power in a bloodless 
coup with a self-imposed mandate to restructure the economy. 


The transition thus far to structural adjustment has been 
remarkably free of concerted public opposition. President 
Babangida opened a nationwide public debate over whether 
Nigeria should accept a loan from the International Monetary 
Fund. The country rejected the loan and the implied control 
over economic policy that a loan could have imparted to the 
IMF. Six months later on June 27, 1986, the President 
announced a bold and comprehensive program to restructure the 
economy, reduce the country's dependence on oil, reduce the 
fiscal deficit to a manageable level, achieve equilibrium in 
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the balance of payments, and lay the basis for sustainable 
non-inflationary growth. This program was characterized as a 
Nigerian solution that ensured continued Nigerian control over 
economic policy. 


The rigor of the adjustment program and the Government's 
skillful management of the economy in the precarious early 
months paved the way for a rescheduling of much of Nigeria's 
$18 billion external debt. Nigeria's private creditors (the 
London Club) agreed to a comprehensive refinancing in late 
November and the country's official creditors (the Paris Club) 
followed in mid-December. Nigeria also signed a formal 
stand-by agreement with the IMF in December but served notice 
that it does not intend to make use of the IMF funds it is 
eligible to borrow. 


THE STRUCTURAL ADJUSTMENT PROGRAM: The centerpiece of the SAP 
is the Second-Tier Foreign Exchange Market (SFEM), which, when 
inaugurated on September 26, 1986, resulted in an immediate 67 
percent depreciation of the naira. All significant foreign 
exchange transactions except government debt service are 
channeled through the SFEM. The Government intends to effect a 
gradual depreciation of the official naira exchange rate until 
the official and second-tier rates merge into one by mid-1987. 
In conjunction with the introduction of the SFEM, the 
Government has also abolished import and export licenses, 
terminated operations of Nigeria's six agricultural commodity 
boards, ended price controls, sharply reduced the number of 
banned imports, allowed exporters to retain 100 percent of 
export proceeds provided the foreign exchange is kept in a 
domiciliary account in a Nigerian bank, and announced its 
intention to privatize numerous parastatals. The current list 
of banned imports includes wheat, wheat flour, rice, corn, 
vegetable oil, poultry meat and live chickens except for 
grandparent stock, eggs, fresh and processed fruits and 
vegetables, cigarettes, beer, soft drinks, sparkling wine, 
textiles, unfinished wood, furniture, domestic housewares, 
gaming machines, jewelry and precious metals. (See also 
sections on agriculture and investment. ) 


GROSS DOMESTIC PRODUCT: After modest growth of 2.4 percent in 
1985, real GDP fell by an estimated 3.3 percent in 1986. The 
unexpectedly sharp fall in oil prices in 1986 hurt the oil 
sector which accounts for 19 percent of GDP. Manufacturing (10 
percent of GDP) suffered a 6.4 percent decline and capacity 
utilization only averaged an estimated 35-40 percent because of 





late issuance of import licenses and an absence of overseas 
lines of credit. Agriculture (28 percent of GDP) grew by 2.2 
percent. 


BALANCE OF PAYMENTS: The combination of mounting debt service 
obligations and a sharp decline in foreign exchange earnings 
precipitated a balance of payments crisis in 1986. The 
maturity profile of Nigeria's $18 billion external debt was 
such that debt service payments in 1986 and 1987, with at least 
$5 billion falling due in 1986 alone, were far beyond the 
country's ability to pay. Oil income plummeted as a 
consequence of the December 1985 decision by OPEC to defend 
Market shares rather than price to enforce market discipline on 
non-OPEC producers. This strategy led to a plunge in the price 
of oil from $26 per barrel in January 1986 to a low of $9 in 
July. Prices recovered to a range of $13-$15 in the second 
half of the year but the net result was that Nigeria's foreign 
exchange earnings in 1986 were only slightly more than half of 
the $12.6 billion the country earned in 1985. 


The Government did what it could to salvage the situation. 
Imports were reduced by $3 billion in 1986 because of 
administrative delays in the issuance of import licenses and 
the unwillingness of banks to extend new lines of credit. The 
launching of the Structural Adjustment Program in June and the 
Government's skillful handling of the economy through the 
program's early months persuaded the country's private and 
official creditors to reschedule trade arrears and medium and 
long term debt obligations falling due between April l, 1986 
and December 31, 1987 thus eliminating the significant balance 
of payment deficit. 


Foreign exchange availability in 1987 will depend on the world 
Oil market and the speed of structural changes in the Nigerian 
economy. However, the Government is projecting a modest 
increase in imports, made possible by oil exports of about the 
same value as 1986 and slightly higher non-oil exports. 

Embassy analysis indicates that the Government's projections 
are realistic, perhaps even conservative. The Government's use 
of $13 per barrel as its estimate for the average 1987 oil 
price seems, as of February 1987 when the price is $18, very 
conservative. However, as was demonstrated in 1986, oil prices 
can be very volatile, and the Government's conservative 
approach is both understandable and prudent. 





1987 BUDGET: The 1987 budget continues and reinforces the 
tight fiscal and monetary policies adopted by the Babangida 
Government a year ago. The budget seeks to rationalize public 
expenditure by allowing for the servicing of the nation's 
external and internal debt and by tailoring expenditures to the 
goals of the Structural Adjustment Program. The budget, 
assuming there is no serious erosion in international oil 
prices, will be in approximate balance. Expenditures are 
budgeted at 17.5 billion Naira (bn). Recurrent expenditures of 
10.5 bn will drop by 7 percent in nominal terms, much more in 
real terms. Capital expenditures are budgeted at 6.8 bn, 13 
percent over the 1986 level. However, after large increases 
for debt service are factored out, other elements of capital 
expenditure will fall by 12 percent. Agriculture receives top 
priority in the Budget (see below); most other sectors, 
including defense, education and health, took cuts 


The key monetary goal is to control inflationary pressures, 
thereby avoiding the familiar cycle of devaluation leading to 
inflation which requires additional devaluations, and so on. 
The growth in the money supply will be restricted to 11.8 
percent in 1987 while aggregate bank credit will be permitted 
to grow by only 4.4 percent (8.4 percent to the private sector 
and 1.5 percent to government). Many observers feel these 
targets will control inflation and set the basis for the 
resumption of growth in 1988. 


AGRICULTURE AND RURAL DEVELOPMENT: Agriculture is the 
cornerstone of the Structural Adjustment Program and a key to 
Nigeria's economic recovery. Bountiful harvests in 1985 and 
1986 helped mitigate inflationary pressures but the sector was 
hampered by a variety of constraints. The adjustment program 
seeks to increase production of food, cash crops and other raw 
materials and thereby raise rural employment and income. To 
achieve these goals, the Government will rely on private 
initiative while committing itself to providing the necessary 
infrastructure, incentives and macroeconomic framework. 


The Government has already abolished the nation's six commodity 
boards; and transferred responsibility for rural extension, and 
provision of equipment, seed, and credit from the River Basin 
Development Authorities to the Agricultural Development 
Projects run by the World Bank. The introduction of the SFEM 
also removed the imported food subsidy implicit in an 
overvalued exchange rate and helped raise export prices of 
commodities such as cocoa, the domestic price of which has 
increased from 1,600 to about 4,500 naira per ton. 





a x 


Under the 1987 budget, the Government will Jaunch a program 
aimed at creating 500,000 tons of new farm and off-farm storage 
capacity; provide credit to small farmers; and disseminate 
improved information on prices and market trends to all 
farmers. In addition, the Directorate of Foods, Roads, and 
Rural Infrastructures is charged with building 90,000 
kilometers of rural feeder roads, implementing a national rural 
water supply scheme, and with launching a rural electrification 
program to spur agro- industrialization. The best 
opportunities for American exporters are in these areas. 


LABOR: Nigeria has an estimated population of 105 million and 
a labor force of 35-40 million. Unemployment has increased 
considerably during the last several years but reliable figures 
are unavailable. Many private firms have cut back the size of 
their work force, and some have gone out of business. 
Nigeria's relatively large public sector labor force continues 
to undergo substantial cutbacks, while the wages of all civil 
servants have been frozen since 1984. First-job prospects for 
youths and university graduates remain bleak. In 1983, the 
Nigeria Labour Congress, which is the national center for 42 
industrial trade unions, achieved a minimum hourly wage for 
commerce and industry of 125 Naira a month. 


POLITICAL FRAMEWORK: President Babangida presides over a 
28-member Armed Forces Ruling Council (AFRC) composed of senior 


Army, Air Force and Navy officers and the Inspector General of 
Police. The AFRC is the nation's highest decision-making body 
that legislates by issuing decrees that have the force of law. 
The President also presides over the 22-member Council of 
Ministers and the National Council of States, composed of the 
nation's 19 military governors. 


The President has made self-reliance, social justice and 
economic reconstruction the watchwords of his administration. 
He has restored freedom of the press and has committed his 
Government to a return to civilian rule on October 1, 1990. 


tructural adjustment is not exclusively an economic 
phenomenon, and the Government is well aware of the political 
implications of asking the country to undergo the short-term 
hardships that will inevitably result from the implementation 
of many of the Government's policies. For example, cherished 
privileges such as ownership of an automcbile, travel 





abroad, and the ability to send one's children abroad for 
education were taken for granted by much of the middle class. 
With the devaluation, such luxuries are now beyond the means of 
many. Nevertheless, many Nigerians recognize that fundamental 
changes, even if painful, are required and that a return to the 
heady days of the sellers market for oil are gone. 


Part B - IMPLICATIONS FOR THE UNITED STATES 


INVESTMENT: Since President Babangida came to power, the 
Government has been anxious to promote foreign investment. The 
Structural Adjustment Program includes a number of new policies 
that have the cumulative effect of allowing the would-be 
investor or industrialist to establish and plan a business 
without undue interference from the bureaucracy. These include 
the abolition of all import controls (with the exception of 
goods still banned -- see page 4); permission for businesses to 
remit profits and dividends and expatriates to remit 75 percent 
of their salaries through the SFEM; and a campaign to privatize 
or commercialize many of the nation's parastatals in order to 


reduce Federal deficits and encourage growth led by the private 
sector. 


The regulations governing the establishment of new business 
firms are in flux at the moment. At a minimum, foreign 
investors must receive a business permit and an expatriate 
quota from the Ministry of Internal Affairs, 40 to 60 percent, 
depending on the type of business activity, of their 
shareholders must be Nigerian (public, private or mixed), and 
approved status must be secured from the Ministry of Finance to 
import foreign equity to Nigeria and remit dividends. A new 
industrial policy that would, among other things, consolidate 
all these procedures in a one-stop office in the Ministry of 
Industries will reportedly be considered in early 1987. One 
complication will be that all of the Ministries cited above 
have moved or are scheduled to move to the new Federal Capital 
Territory of Abuja in central Nigeria in 1987. Many will 
retain liaison offices in Lagos but the details have yet to be 
publicized. 


The incentive structure now in place will reward those 
companies that source at least 50 percent of their inputs 
locally and rely on labor-intensive production methods. One 
model is the textile industry in Nigeria which provides 25 
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percent of the value added and 40 percent of the employment in 
the manufacturing sector. Excellent opportunities exist for 
similar success in the cultivation and processing of food and 
cash crops, particularly cotton, cocoa, soybeans and oilseeds. 


In addition, the Overseas Private Investment Corporation (OPIC) 
has negotiated a streamlined procedure with Nigeria whereby 
OPIC can provide political risk insurance for US investments. 
(Call OPIC at 202-457-7068 for more inforration.) 


TRADE: The introduction of a market-determined exchange rate, 
the abolition of import and export license requirements and 
other reforms have significantly improved the prospects for 
increased trade. The Government has also pared the list of 
banned goods from 74 to 17 (see page 4), and abolished the 30 
percent import levy introduced in 1986, and is in the process 


of rationalizing the tariff system to promote more local 
sourcing. 


American exporters will find that favorable media exposure and 
the fact that approximately 200,000 Nigerians have attended 
school in the United States, have inculcated in Nigerians a 
faith, and often a preference, for American goods and 
services. This has been reinforced by significant American 
investments in the oil, banking, and services sectors. The 
Government is expected to make approximately $4 billion 
available for imports through SFEM. Excellent export 
opportunities exist for American firms in the areas of 
agricultural and water resource equipment and services. Rural 
development is the Government's top priority and a number of 
new programs are being launched (see Agriculture section). 
Other potential exports include food processing and packaging 
technology and machinery; fishing equipment and mining 
equipment, particularly for coal which will receive renewed 
emphasis in 1987. 


Companies seeking to invest in Nigeria will find equally good 
opportunities to supply goods and services not only for the 
large domestic market in Nigeria but also for export, 
particularly to the countries in the Economic Community of West 
African States (ECOWAS). In 1987 the Government has plans to 
introduce several new measures to promote non-oil exports 
including a duty drawback scheme, the approval of an export 
guarantee and insurance scheme, and the simplification of 
export documentation requirements. 


The U.S. Department of Commerce offices in the United States, 
Lagos and Kaduna are prepared to provide detailed information 
and guidance to American firms seeking to penetrate the 
Nigerian market. 
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Foreign exchange is now available to credit-worthy Nigerian 
companies to pay for goods and services through the SFEM. FCS 
Lagos would advise U.S. exporters, especially those new toc 
market, to make shipments only on the condition of an 
irrevocable letter of credit confirmed by a U.S. bank. 


OPERATION OF SFEM: 


Each week, the Central Bank of Nigeria (CBN) conducts a foreign 
exchange auction, at which it typically offers $50-75 million. 
Authorized financial institutions (at present, 44 commercial 
and merchant banks) may submit bids for the foreign exchange. 
The lowest bid that clears the amount offered sets the exchange 
rate for the week. Although there has been considerable 
variance from week to week in the rate set in the auctions, 
many observers believe that a rate of 4 Naira to U.S.$ 1 is 
close to an equilibrium rate. (N.B., An exchange rate of close 
to N4:$1 prevailed for much of the first two months of 1987.) 
The banks that obtain the foreign exchange may sell it to 
customers, including other banks on the interbank market, for 
one percent more than they pay. 


To buy foreign exchange from the banks, the customers must have 
a legitimate need for the foreign money, such as to pay for 
imports of goods and services, and must provide supporting 
documentation, e.g., a pro forma invoice. The customers must 
follow up by providing the banks with documentation of the 
payment transaction (bills of lading, shipping and delivery 
receipts, customs payment and clearance documents) which the 
banks forward to CBN for monitoring. Import licenses are no 
longer needed and since the implementation of the SFEM system 


foreign remittances and payments have been effected with little 
delay. 


Nigerian banks are not limited to the dollars auctioned by the 
CBN. They may buy foreign exchange from any legitmate source, 
such as proceeds from exports held by Nigerian companies in 
domiciliary accounts, or money repatriated from abroad. Banks 
are free to negotiate the rate for such purchases outside the 
CBN auction but are limited to a one percent mark up in selling 
the money to bank customers. The government also provides 
foreign exchange at the prevailing second-tier rate directly to 


government entities and parastatals for their foreign exchange 
needs, 
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